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The headlines in most publications devoted to 
THE CREDIT SITUATION real estate or const tion are still primarily 

about tight money On February 20, 1956, the 
Government took four steps to ease the situation: 1. Lowered down payment re- 
quirements on houses appraised at less than $9, 000 under the FHA mortgage 
insurance program. 2. Increased the borrowing capacity of savings and loan 
associations that are members of the Federal Home Loan Bank System from 10 
to 123% of their share capital. 3. Lowered the requirement to buy common stock in 
Fanny Mae from 2 to 1% of the mortgages it buys. 4. Decreased the discount 
from 92 to 94 on advance commitments by Fanny Mae to buy FHA or VA mortgages 
at a later date 


These efforts of the Government met with a varied response from builders 
and mortgage lenders. Some conceded that they were moves in the right direc- 
tion, but that they were insufficient to take care of the present emergency. Others 
believed that they might have some ameliorating effect on the situation. Some 
believed that they were valueless 


Our own opinion is that the prime difficulty is the 4 interest rate on FHA 
and VA mortgages. The FHA has the right, without Congressional action, to 
increase the rate to 5%, and this should be done immediately The Veterans 
Administration cannot increase the rate on its guaranteed mortgages without an 
act of Congress, so this cannot be done until January it should be done at that 
time. There is not sufficient money available for | term commitments in 
the United States at the present time at 45% Any attempt to hold FHA’s and 
VA’s at this interest rate will divert a larger percentage of mortgages into con- 
ventional channels at higher rates 


The Administration is faced with quite a dilemma yuld continue the easy 
] y 


money policy of previous administrations, which would result in continued in- 
flation, higher wage scales chasing higher prices up the spiral, with money con- 
Stantly decreasing in value. This would, in substance, be robbing all of those who 
have saved, including those who bought Government bonds during the war. It 
would reduce the value of every life insurance policy, all annuities and retirement 


benefits, every savings and checking account, and, unfortunately, the same results 


which we are complaining of now would occur at any time that this progressive 
inflation was halted. If it were continued indefinite! it would result eventually, 
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ountries in Europe, in a wild inflation, with a total destruction 
ir money. 


Administration is showing both intelligence and tremendous courage in 
tinue inflationary practices, even before election. We had antici- 

t credit would be eased this last summer, primarily because this was 
year, and because we doubted whether any political party would de- 
chances of re-election by attempting to control a boom before November 


The table at the top of page 414 shows the fluc- 
TATE SALES tuations in the selling price ofa typical resi 
dential building from 1921 to the present. The 

bottom of the page shows this information for the recent past 


ve received numerous requests for the publication of this table, from 
e fluctuations can be figured between any two dates since 1921. It will 
that the gradual decline in selling prices, which started slightly after 
f the year, has continued up to the present time. This is due primarily 
lit situation, since construction costs are still climbing, as shown by 
ise in the cost of our standard 6-room frame house on page 417 
(cont. on page 419) 


CONSTRUCTION COSTS OF RANCH HOUSES 


STANDARD BRICK RANCH HOUSE 
Content: 16, 250 cubic feet 
840 square feet 

Attached garage - 200 square feet 
Without garage - $12, 330 

($0.759 per cu. ft.; $14.68 per sq. ft.) 
Garage - $922 

($4.61 per sq. ft.) 


CONTEMPORARY FRAME 
RANCH HOUSE 
(Dry Wall) 
Content: 12,285 cubic feet 
1,170 square feet 

Carport - 320 square feet 
Without carport - $12, 855 

($1.05 per cu. ft.; $10.99 per sq 
Carport - $601 

($1. 88 per sq. ft.) 
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4 General Business Activity 4 
Cleveland Trust Compony 
Use Scale ot Left 





Six Room Frame House 


oe ot Lous 


Use First Seale ot Right 


4 Residential Rents 
1923 100 
Use Third Seale ot Right 


4= Real Estate Activity 
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(cont. from page 415) 
hing else being equal, the values of existing buildings would react ina 
Similar manner to the cost of the new buildings coming on the market 
»st figures at the bottom of page 415 bring up to date both the 
ranch and the contemporary frame ranch house. The brick ranch 
lower than a year ago, the frame ranch house is slightly higher 


The table on the page opposite shows the rank- 

TATE ACTIVITY ing of 80 cities in the United States and 1 city 

in Canada for real estate activity for the past 3 

n comparison with the corresponding 3 months in 1955. It is 

that the first 9 cities on the list, those ranking considerably 

year ago in real estate activity, are all east of the Mississippi, with 

them fairly close to the coast. Dividing the United States into quarters, 

isis of the Mississippi River and the Mason and Dixon line, the cities in 

rtheast quarter made by far the best showing, and the cities in the southwest 

made the poorest showing. The northwest quarter ranked second, and 

itheast quarter ranked third. It is rather significant that of the 81 cities 
65 real estate activity was below a year ago 


Mortgage activity has been running very much 
MORTGAGE ACTIVITY under a yearago. In fact, present levels are 
the lowest since 1952. It now looks as if there 
ope of much revival in mortgage activity before next year. With the 
1uS amount of construction activity, in fields other than residential, the 
d for long-term money is very strong at rates above what most home owners 
accustomed to paying in the last 10 or 15 years. Historically, 54 

snothigh. There have been many times in the past when mortgage in 
rates averaged 6% or better, but during the period of rapid inflation, with 
little total construction, the supply of money exceeded the demand, with 
low rates. This is now a thing of the past, and for some period 

ing to have to become accustomed to higher interest rates. These 
stimulate saving, will discourage borrowing, and will tend to 

t back into balance. 


We have just receiveda study by Ernest M. Fisher and Chester Rapkin of 
he Mutua! Mortgage Insurance Fund, published by the Institute for Urban Land 


Use and Housing Studies of Columbia University [his book is a rather thorough 


{ the adequacy of the reserves of the FHA 


study would indicate that, even a major depression, would probably leave 
in sound condition, as the total outstanding balances on mortgages repre 
63% of the estimated current market value of the properties. Even though 
imber of properties went through foreclosure, the FHA could take over 
yperties, issue debentures for the amount of the loan, and wait for a favor 
me to resell. Under this procedure, it would be quite remarkable were 


ses to exceed the more than $200 million now in reserves and surplus 





The index of 
RESIDENTIAL RENTS ward at about tl 

perienced s in¢ 
slower than that experienced during the period 
probable that rents will continue to creep up duri 
very slow rate 


The chart at the 
RESIDENTIA L annual rate at whi 
CONSTRUCTION started in the U! 

we started units 
rate of 1,110,000. This compares with a rate a 
peak in December 1954 of 1, 458, 000, and with the 
1,478,000. The current month is running 25% be! 
below the high of December 1954 


It now looks as if it would be quite difficult f 
1956 to exceed 1, 200, 000. 


Total construction, however, is proceeding 
undoubtedly set a new all-time high in 1956 
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